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Abstract
Current foreign direct investment (FDI) trends reflect the age of globalization that we are in today.  
The investment inflows into various sectors, infrastructure projects and nations and the outflows from 
organizations, sovereign wealth funds and investors all over the world are rising.  The majority of this 
FDI is in the form of mergers and acquisitions (M&As), to a lesser extent through Greenfield Investment 
and although still a small wedge of the total FDI global pie, sovereign wealth funds have sharply 
increased their global presence over the past few years.  Transnational corporations (TNCs), which are 
the driving force of much of this investment, are seeking new markets, resources and conditions that 
enable them to benefit stakeholders.  Favourable host nation regulations aimed at providing attractive 
conditions to TNCs have continued to be adopted throughout the world while at the same time so too 
have unfavourable ones (for TNCs) in recent years as some host nations have been created more cautious 
policies towards foreign organizations.  One could speculate that this exhibits a desire by host nations to 
create favourable conditions within their economies while at the same time ensuring that policies and 
investment are more targeted at awarding spin-offs from the investments that are sustainable and diffuse 
through the local and national market.  Properly implemented FDI incentive packages with mutual 
benefits for all stakeholders are key to all parties involved.  The benefits for host nations are the spillover 
effects that contribute to economic stability, more skilled labour, innovation into similar or new sectors, 
higher productivity and quality standards, new technology, improved infrastructure and overall 
improvements to hard and soft technologies transferred to the local marketplace.  In order for this to be 
achieved, clearly targeted policies must be established and enforced in order to promote the true benefit 
of FDI – that is the spillovers to the economy.  It is in the best interest of all stakeholders that 
expectations are stipulated when crafting policy.  Failure to do so will result in unsustainable advantages 
but doing so will surely promote an environment where all can enjoy the benefits of FDI.
         Keywords:Economics, Foreign Direct Investment, Trends, Incentives, Spillover Effects 
*	
Business Administration
265
1.0 INTRODUCTION 
We can trace the roots of Foreign Direct Investment (FDI) far back in time.  Ancient Greek 
and Roman Empires invested directly and desired to “exercise control” by acquiring assets in foreign 
lands.  Their control reached far and the riches flowed back into the pockets of those at home.  The East 
India Company established branches overseas in the 1600’s.  The English, French and Dutch sent family 
members to represent their interests in the West Indies and America.  “The first foreign direct 
investment in America”
i
 is thought to have been by the Virginia Company in 1606 at Jamestown.  In the 
modern era and in the years after WWII the United States controlled this arena.  “The U.S. accounted for 
around three-quarters of new FDI (including reinvested profits) between 1945 and 1960.”
ii
  Gradually 
the source of this capital has spread internationally and it is “no longer the exclusive preserve of 
Organization for Economic Co-operation and Development (OECD) countries.  FDI has grown in 
importance in the global economy with FDI stocks (the actual amount of investment in the host country) 
now constituting over 20% of global GDP.”
iii
Foreign Direct Investment (FDI) is a growing phenomenon around the globe as territorial and 
economic borders are becoming easier to traverse and favourable regulations to the opening up of 
markets are increasing
iv
.  The sources and destinations of these infusions have also diversified as years 
have passed.  These flows of FDI indicate major trends in micro and macro economies as public and 
private investors seek to achieve their comparative advantage.  This paper will provide a basic overview 
of the central themes of FDI – forms of FDI, current trends, inflows and outflows, incentives and 
spillover effects.
2.0 Foreign Direct Investment Defined  
The United Nations has termed FDI as “an investment made to acquire lasting interest in 
enterprises operating outside of the economy of the investor…and the most important characteristic of 
FDI is that it is undertaken with the intention of exercising control over an enterprise.”
v
 “Control” is a 
key term here as it relates to an entity’s ability to affect decisions, policies and the direction of an 
organization.  Organizations that engage in such activities are called transnational corporations (TNCs).  
The purpose of their investments is to gain an “effective voice” in the enterprise they are investing in 
and/or the host nation.  An “effective voice” is said to be a 10 percent or more stake of the asset in 
question (bank, port, factory, etc.).   
On a macroeconomic level FDI is viewed as the flow of capital and investments from one 
country to another and how it affects GDP and GNP.  On a microeconomic level it is concerned with the 
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motivation or the incentives behind the investment.  FDI is also concerned with the return of the 
investment on the investor, effects on home and host nation’s economy, trade, infrastructure, 
employment and production.   
3.0 FORMS OF FDI: GREENFIELD INVESTMENT VS. MERGERS AND 
ACQUISITIONS 
It is important to note the different forms of FDI in order to comprehend how it plays an 
influential role in shaping change.  Two types that have dominated the FDI stage have been Greenfield 
Investment (GI) and Mergers and Acquisitions (M&A) but the last few years have seen a stark increase 
in Sovereign Wealth Funds (SWF).  
3.1 Greenfield Investment 
GI is called such because it generally starts from scratch, much like a bare site in a green field.  
It is direct investment into infrastructure and organizations such as ports, factories and equipment.  This 
investment is aimed at direct financial inputs in order to establish a presence in new markets.  This is 
done so as to increase ensuing production by shifting technology and expertise into the new region in 
hopes of raising capacities, increasing jobs and developing networks in the local and global market place 
and to increase profits for the investor(s).  In the period from 1994~2007, most GIs took place in 
developing and transition economies.  10% of investment in the energy sector was in the form of GI and 
67% of new projects in the telecommunications sector were too.  This can be seen in Figure 1. 
3.2 Mergers and Acquisitions 
M&A “is a combination of two companies, where one corporation is absorbed by another 
corporation. The company being absorbed loses its identity and becomes part of the acquiring 
corporation, which retains its identity. A merger extinguishes the merged corporation, and the surviving 
corporation assumes all the rights, privileges, and liabilities of the merged corporation. A merger is not 
the same as a consolidation, in which two corporations lose their separate identities and unite to form a 
completely new corporation.”
vi
 The goal of an M&A is to create synergy between the two new 
companies and for the “new” organization to immediately benefit from the pre-existing technologies, 
knowledge, brand and reach of the “old” organization.  Since the newly formed larger company can 
obtain a larger market share it is hoped that the results will produce greater value of the company.  2007 
saw a record number of M&As amounting to $1,637 billion (US).  Table 1 below is a comparison of GI 
and M&A. 
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The 2000 UN report on FDI reported the following in regards to the major economic impacts of 
M&As vs. GIs (paraphrased).  
• Financial resources provided through M&As do not always add to the capital stock, while in 
the case of Greenfield FDI they do. Hence a given amount of FDI through M&As may 
correspond to a smaller productive investment than the same amount of Greenfield FDI, or to 
none at all. However, when the only realistic alternative for a local firm is closure, cross-
border merger or acquisition can serve as a "life preserver". 
• FDI through M&As is less likely to transfer new or better technologies or skills than 
Greenfield FDI, at least at the time of entry. M&As may lead directly to the downgrading or 
closure of local production or functional activities (e.g. R&D), or to their relocation in line 
with the acquirer’s corporate strategy. 
• FDI through M&As does not generate employment when it enters a country. It may lead to 
lay-offs, although in the case of a firm, which would have gone bankrupt if it has not been 
acquired, it can also maintain employment. Greenfield FDI, by contrast, necessarily creates 
new employment at entry. 
• FDI through M&As can increase concentration and lead to anti-competitive results. It can also, 
however, prevent concentration from increasing when takeovers help preserve local firms that 
might otherwise have gone under. Greenfield FDI, by definition, increases the number of firms 
in existence and does not increase market concentration upon entry.
vii
Figure 1 Main legal forms of foreign commitments in the infrastructure industries of developing 
and transition economies, by industry, 1996–2006 
(Based on the number of projects; in percent) 
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Source: UNCTAD, World Investment Report 2008: Transnational Corporations and the 
Infrastructure Challenge, figure III.6. 
Note: Data refer to investment commitments only in projects with private sector 
participation. Some of these projects include investment commitments from the 
public sector. Projects that are solely public sector funded are excluded. 
Figure 2: Advantages and disadvantages of M&A VS. GI. 
Advantages Disadvantages
Greenfield 
Investment
• Quick to execute 
• Preempt competitors 
• Create facility one wants 
• Ease in establishing routines 
• Train, educate and transfer new 
skills to local workers
• Cultural barriers 
• Over-investment 
• Can be overly optimistic about 
yields 
• Slow to establish 
• Profits return to home economy
Mergers and 
Acquisitions
• Increase in sales 
• Diversify into new markets 
• Profitability of existing 
company 
• Increase in market share 
• Economies of scale – less 
redundancy thus higher profits
• Competition is reduced (oligopoly) 
• Chances increase of job loss and 
price hikes 
• Cultural barriers and conflict with 
new management 
• Unforeseen liabilities in new 
enterprise 
• Overextension of resources
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3.2  Sovereign Wealth Funds 
 Figure 3 below exhibits the sharp rise of investment from SWF as of 2005.  As developing 
nations have accumulated reserves in recent years they have sought out investments in foreign countries.  
These investments have come in the form of M&As and as this paper was being written during the 
financial meltdown of 2008, in the form of capital infusions into financial institutions.  The rapidity of 
these investments are due to sudden export surpluses, changing economic fundamentals, political 
changes, policy revisions, volatile commodity prices and opportunities to invest in financially weakened 
organizations.   
Figure 3: FDI flows by sovereign wealth funds, 1987–2007 
Source: UNCTAD, World Investment Report 2008: Transnational Corporations and the 
Infrastructure Challenge.
a Cross-border M&As only; greenfield investments by SWFs are assumed to be 
extremely limited. 
3.0 Current Trends in Foreign Direct Investment 
 The following tables and figures indicate recent trends in FDI.  Figure 4 exhibits the stark 
increase of FDI since the 1980’s.  Figure 5 shows us where the major inflows and outflows of FDI are 
going.  Figure 6 illustrates the global FDI flows from worldwide economies.  Figure 7 is a ranking of the 
top 25 transnational companies involved in FDI. 
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Figure 4. FDI inflows, global and by groups of economies, 1980-2007  
(Billions of US dollars) 
Source: UNCTAD, World Investment Report 2008: Transnational Corporations and the Infrastructure 
Challenge.
Figure 5.  FDI flows, by region and selected countries, 1994–2005  
(Billions of dollars and percent) 
Source: UNCTAD, World Investment Report 2006: FDI from Developing and Transition Economies.
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Figure 6:  Global FDI Flows, top 20 economies 2004, 2005 (Billions of Dollars)
Source: UNCTAD, World Investment Report 2008: Transnational Corporations and the Infrastructure 
Challenge, annex table B.1 and based on FDI/TNC database (www.unctad.org/fdistatistics).
viii
Figure 7:  The world’s top 25 non-financial TNCs, ranked by foreign assets - 2004 
(Millions of dollars and number of employees) a 
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Source: UNCTAD, World Investment Report 2008: Transnational Corporations and the Infrastructure 
Challenge, annex table A.I.15.  a All data are based on the companies’ annual reports unless 
otherwise stated. Data on affiliates are based on Dun and Bradstreet’s Who owns Whom 
database.  b TNI, the Transnationlity Index, is calculated as the average of the following three 
ratios: foreign assets to total assets, foreign sales to total sales, and foreign employment to 
total employment. 
In 2007 “FDI stock was estimated to be $15 trillion.  It was attributed to some 79,000 
transnational corporations (TNCs) and their 790,000 affiliates abroad, with total sales by foreign 
affiliates amounting to almost $31 trillion”
ix
.  Ranked by foreign assets, General Electric (United States) 
remained the largest non-financial TNC worldwide, followed by British Petroleum (United Kingdom) 
and Toyota Motor Corporation (Japan) (table 4).  Among the top 100 TNCs worldwide, four companies, 
led by Hutchison Whampoa (Hong Kong, China), are based in developing economies (Table 6).
x
  One 
glance over these figures and at the range of sectors they encompass shows us how valuable, powerful 
and influential these ventures can be. 
The following is a list of foreign direct investment trends and facts that were drawn from the 
2008 United Nations World Investment Report:
• 2007 was the highest year on record for FDI ($1,833 billion – developed countries $1,248 billion, 
developing countries - $500 billion).  Figure 4.
• These record figures are a result of record M&As ($1,637 billion in 2007).  
• Largest transnational corporations are continuing to invest abroad and their revenues account for 
11% of global GDP.  Figure 7.
• TNCs bring about hard technology (ex. equipment) and soft technology (ex. organizational 
practices, process engineering) changes.  The adoption of these technology shifts is shown to bring 
about increased productivity, better quality and reliability.
xi
 The transfer of technology to other 
organizations in the economy also greatly enhances the overall productivity within the host nation.
• Participation of TNCs in host nations tends to improve efficiency through competition with local 
firms.
• Host countries must ensure that policies attract TNCs that bring about the desired results and 
benefits for its greater good.  This can vary widely between nations.
(QTGKIP&KTGEV+PXGUVOGPV 273
• Instability in many developing nations force TNCs that specialize in infrastructure projects that 
host nations cannot finance require higher returns for the investor’s risk. 
• Rapid rise and flow of investment from sovereign wealth funds.  75% of these investments are in 
developed nations and in business services.  Figure 3.
• Many policy changes tend to favour and encourage FDI.  Recent regulations have however been 
formed to guard against FDI into institutions that may be deemed to have national security 
implications and into institutions that are state-owned.  These figures are shown below in Figure 8.
• Rising commodity prices have attracted investors into Africa, mainly connected with extracting 
natural resources.  These figures are only 3% of global FDI figures but they are expected to 
increase on a large scale.
Figure 8:  National regulatory changes, 1992–2007 
Source:  UNCTAD database on national laws and regulations. 
• There is a huge number of investment needs into infrastructural projects in developing nations.  It is 
critical that conditions of infrastructure are improved in order to continue and sustain growth in 
these nations.  The governments seldom possess the capabilities to finance and launch such 
initiatives and it is often TNCs and other shareholders who are filling the gap as regulations ease.  
• FDI flows in 2008 are not yet published but one can speculate that these figures will be sharply 
lower due to the freezing up of credit markets and reduced access to cheap capital. 
4.0 Incentives and the Spillover Effect 
Nations seek FDI in order to raise employment rates, increase knowledge, improve 
infrastructure and better economic growth.  Since the 1980’s government policies have liberalized to 
attract investment from TNCs and figure 8 above clearly indicates this trend. This is set to continue but 
host nations criteria for this investment is expected to become more targeted, particularly on the 
spillover effects towards future sustainable growth that the TNC and/or investors propose to the host 
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nation.  This is especially true for SWFs that are linked closely to foreign governments.   The motivation 
for governments to be more selective is to ensure that the overflows of technology, skilled labour and 
the overall stimulus on a region will spillover into other sectors and create positive, lasting change for 
the economy and the wellbeing of its people.  
There are various forms of incentives that governments may offer when seeking FDI.  Some 
may include fiscal incentives such as lower and/or preferential tax breaks, grants and preferential rates 
on loans, accelerated depreciation, allowances towards training and R&D, market preferences and even 
monopoly rights.  These are used in a variety of combinations to suit the needs of the local economy and 
that of the source of the FDI. 
TNCs are naturally attracted by many economic factors in a host country prior to formally 
discussing any types of incitement from government.  Some major reasons are cost driven, market 
driven and competence driven, all of which potentially contribute to healthy returns on investment and 
are detailed below. 
• Cost driven incentives are the relatively lower salaries in labour intensive sectors, lower 
overhead, lower taxes and production costs and higher profits.  
• Market driven incentives relate to organizations and investors wanting to gain access to a new 
region as well as to the customer base (its size) and grow market share. 
• Competence driven focuses on the host countries level of education, competence and its 
technology base.   
• Other elements leading to TNC FDI are the host country’s infrastructure, trade policies, 
resources that encourage specialization as well as macroeconomic and political stability.   
One key point that cannot be over-elaborated is the notion of the spillover effect.  It is the 
spillover effect that truly adds value to local and national economies.  Naturally, TNCs seek to establish 
themselves in areas where profit can be maximized and market share increased as relative income levels 
and input costs are minimized.  However, what is the benefit for the regions in question?  The spillover 
effect into the host nation’s economy is what local governments and stakeholders are increasingly 
concerned with.  Officials and policy makers must realize this factor before blindly opening their doors 
to TNCs.  The following are some general questions that may determine the benefits to a region.   
• Does the MNC offer some form of intangible asset that cannot be obtained by local firms?   
• Will local firms be able to learn from the TNC?   
• Will they be able to invest in new equipment to support the TNC?   
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• Will government incentives be extended to local firms that support the TNC?   
• Do the incentives offered by the government create an environment for spillovers that can be 
supported by local firms?   
• Is the TNC isolated or is it part of the big picture that will contribute towards economic 
growth and stability?   
• Will investment flow outwards to improve infrastructure (education, training, transportation 
links)?   
If the answer is “yes” to these questions then the advantages of the incentives outweigh the 
disadvantages.  Mutual gains are realized and all parties achieve their objectives.  Nonetheless it is not 
always automatic that FDI correlates with positive spillover effects.  This is mainly due to the fact that 
local firms do not have the ability or motivation to absorb the new technology and skills.  The 
motivation and channels to absorb the economic and social benefits must be created from both sides.  
Therefore, the incentive schemes and policies must focus on activities that enhance connections between 
the organization and the local economy’s organizations, infrastructure, education, training and R&D.  
Improvement in all these facets will enhance a region to further investment and boosting local private 
firms.
5.0 Conclusion 
Current foreign direct investment (FDI) trends reflect the age of globalization that we are in 
today.  The investment inflows into various sectors, infrastructure projects and nations and the outflows 
from organizations, sovereign wealth funds and investors all over the world are rising.  The majority of 
this FDI is in the form of mergers and acquisitions (M&As), to a lesser extent through Greenfield 
Investment and although still a small wedge of the total FDI global pie, sovereign wealth funds have 
sharply increased their global presence over the past few years.  Transnational corporations (TNCs), 
which are the driving force of much of this investment, are seeking new markets, resources and 
conditions that enable them to benefit stakeholders.  Favourable host nation regulations aimed at 
providing attractive conditions to TNCs have continued to be adopted throughout the world while at the 
same time so too have unfavourable ones (for TNCs) in recent years as some host nations have been 
created more cautious policies towards foreign organizations.  One could speculate that this exhibits a 
desire by host nations to create favourable conditions within their economies while at the same time 
ensuring that policies and investment are more targeted at awarding spin-offs from the investments that 
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are sustainable and diffuse through the local and national market.  Properly implemented FDI incentive 
packages with mutual benefits for all stakeholders are key to all parties involved.  The benefits for host 
nations are the spillover effects that contribute to economic stability, more skilled labour, innovation 
into similar or new sectors, higher productivity and quality standards, new technology, improved 
infrastructure and overall improvements to hard and soft technologies transferred to the local 
marketplace.  In order for this to be achieved, clearly targeted policies must be established and enforced 
in order to promote the true benefit of FDI – that is the spillovers to the economy.  It is in the best 
interest of all stakeholders that expectations are stipulated when crafting policy.  Failure to do so will 
result in unsustainable advantages but doing so will surely promote an environment where all can enjoy 
the benefits of FDI.
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